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REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Ntabankulu Local Municipality, 
which comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, a summary of significant accounting policies and other explanatory 
information, and the accounting officer’s report, as set out on pages 1 to 9. 

Accounting officer’s responsibility for the financial statements 

2. The Accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa, This responsibility includes: designing, implementing 
and maintaining internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error; selecting 
and applying appropriate accounting policies; and making accounting estimates that are 
reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 1 996) and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009, Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my audit opinion. 


Basis for adverse opinion 
Property, plant and equipment 

7. I was unable to verify the completeness of movable tangible capital assets, stated at R14,5 
million in the financial statements. The entity clearly bar-coded each asset, however, these 
bar-codes do not correspond with the asset numbers as per the asset register. The entity's 
records did not permit the application of alternative audit procedures regarding the 



completeness of movable tangible capital assets. 

8. Assets to the value of R1,5 million were disposed-off in the prior years but were not removed 
from the asset register, therefore the asset register of the municipality is overstated by the said 
amount. 

Accounts receivable 

9. The provision for bad debts was calculated based on aging of debtors as per the age analysis. 
Although the valuation of the impairment is considered to be fair, the entity did not comply with 
the impairment assessment requirements as per IAS 39 - Financial Instruments - Recognition 
and Measurement, nor did it apply the impairment valuation methods recommended by 
National Treasury. There was insufficient information available in the debtors system to be 
able to apply the assessment requirements for the provision. This therefore constitutes a 
material deviation from the reporting framework. 

Accounts payable 

10. The entity did not accrue for invoices in respect of goods and services received amounting to 
R821 996, If these invoices had been accrued for the effect would have been to reduce the 
surplus for the period and to increase the accrued liability in the statement of financial position 
by R821 996. 

Revenue 

1 1 . Included in revenue is an amount of R6,8 million resulting from the entity clearing all unknown 
balances In the statement of financial position through the other income account. There were 
no alternative procedures that could be performed to verify the accuracy and occurrence of 
this revenue amount as there was no supporting documentation to support the amount. 

Financial instruments 

12. As required by IAS 39 - Financial Instruments - Recognition and Measurement, the entity did 
not discount any of its revenue or expenditure transactions during the year as it occurred, nor 
did it account for the time-value at year end for accounts receivable or accounts payable. As 
the entity is meant to recognise the interest portion as and when the transactions occur and as 
we could not determine which expenditure items were purchased on credit, we could not 
reliably estimate the error for expenditure and payables. The error for revenue is estimated at 
an overstatement R66 320 and the error for receivables is estimated at an overstatement of 
R469 631. 

VAT Receivable 

13. The municipality is currently registered on the invoice basis but is calculating VAT returns on 
the payment basis. As a result of this I was unable to determine whether the amount disclosed 
at R501 768 in the annual financial statements is fairly valued. The entity's accounting records 
did not permit the application of alternative audit procedures in order to quantify the amount of 
the misstatement. 

14. The current year VAT receivable amount per the Annual Financial Statements of R508 768 
could not be supported by the refund received from SARS in the subsequent bank statements 
after year end as no refund had been received to date. 

15. The municipality has not performed the VAT control reconciliations for the year, with the effect 
that the total of the amount due / payable per the VAT submissions to SARS for the year does 
not agree to the total of the general ledger account to the extent of R5,2 million. This is a direct 
contravention of Section 16 of the VAT Act. 



Irregular expenditure 


16. Section 38(1)(a)(iii) of the Public Finance Management Act, 1999 (Act No. 1 of 1999) (PFMA) 
requires the entity to implement and maintain an appropriate procurement and provisioning 
system which is fair, equitable, transparent, competitive and cost-effective. Payments 
amounting to R2,8 million were made in contravention of the supply chain management 
requirements as in certain instances no contract was available for the transactions while there 
were no quotations provided for expenditure incurred as required by the supply chain 
management policy for other expenditure items. The amount above was not included in 
irregular expenditure, disclosed in note 40 to the financial statements, resulting in irregular 
expenditure being understated by R2,8 million. As a result I could not conclude on the 
completeness of irregular expenditure as disclosed in note 40 to the financial statements. 

Cash flow statement 

17. Presentation of a cash flow statement, summarising the entity’s operating, investing and 
financing activities is required by the Standard of Generally Recognised Accounting Practice, 
GRAP 2, Cash flow statements. The reconciling items reflected in the calculation of the bank 
overdraft at 30 June 2010 of R4 million, presented in the cash flow statement are incorrectly 
calculated resulting in a net error of R3,6 million. Consequently the reconciling items as 
disclosed in the cash flow statement are understated by R3.6 million. 

Comparative figures 

18. In my previous report, 1 provided disclaimer of opinion on the municipality financial statements 
for the financial year ended 30 June 2009. Additionally, the following comparative amounts 
were amended during the year with no supporting documentation; Vat was decreased by an 
amount of R3,9 million, revenue was decreased by an amount of R1 ,4 million and expenditure 
increased by an amount of R1,3 million. I am unable to determine whether the opening 
balances in the general ledger are complete, valid or accurate and consequently I am unable 
to determine the effect this may have on the balances audited this year. 

Adverse opinion paragraph 

19. In my opinion, because of the significance of the matters described In the Basis for adverse 
opinion paragraphs, these financial statements do not present fairly, the financial position of 
the Ntabankulu Local Municipality as at 30 June 2010 and its financial performance and its 
cash flows for the year then ended. In accordance with the South African Standards of 
Generally Recognised Accounting Practice (SA Standards of GRAP) described in note 1 to the 
financial statements and In the manner required by the Municipal Finance Management Act of 
South Africa. 

Emphasis of matters 

20. I draw attention to the matters below, My opinion is not modified in respect of these matters: 

Basis of accounting amendments to the applicable basis of accounting 

21. As indicated in notes 9, 10, 11, 12 to the financial statements, the Accounting Standards 
Board approved a deviation from the basis of accounting applicable to municipalities during 
March 2009 as per Directive 4, which granted the municipality exemption from certain 
disclosure (valuation) of investment property, property, plant and equipment, intangible assets 
and finance leases. 

Restatement of corresponding figures 

22. As disclosed in notes 2 and 3 to the financial statements, the corresponding figures for 
30 June 2009 have been restated as a result of the change in accounting policy as the entity 
adopted the GRAP reporting framework in the current year and because of errors discovered 
during the year ended 30 June 2010 in the financial statements of the Ntabankulu Local 



Municipality at, and for the year ended, 30 June 2009. 

Matters important to the users of the financial statements: 

Unauthorised and irregular expenditure 

23. As disclosed in notes 38 and 40 to the financial statements, unauthrised expendituure was 
incurred owing to overspending on the budget during the current year amounting to R 
23 million. Irregular expenditure to the amount of R1,7 million was also incurred, as a proper 
tender process had not been followed. 

Additional matters 

24, I draw attention to the matters below. My opinion is not modified in respect of these matters: 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

25. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, ) include below my findings on the report on 
predetermined objectives, compliance with the following key laws and regulations per the 
Municipal Systems Act, and financial management (internal control). 

Predetermined objectives 

26. Material findings on the report on predetermined objectives, as set out on pages ... to .... are 
reported below: 

Non-compliance with regulatory and reporting requirements 

27. No evidence was provided to confirm that the accounting officer of Ntabankulu Local 
Municipality gave notice to the public within 14 days of the adoption of the IDP as required by 
section 25 of the Municipal Systems Act. 

28. No evidence was provided to confirm that the accounting officer of Ntabankulu Local 
Municipality submitted a copy of the IDP to the MEC for local government in the province 
within 10 days after the adoption of the IDP by the municipal council as required by section 32 
of the Municipal Systems Act. 

29. Variances were found between the actual reported amounts per the Annual Performance 
Report disclosures, and the supporting documentation submitted for audit purposes. Examples 
included: Social Facilitation 1 Annual Performance Report (APR) reflected 500 approved 
beneficiaries, while supporting documentation reflected 468 approved beneficiaries; Standing 
Pedestrian Bridges APR reflected 1, however no completion certificates could be submitted for 
audit purposes: 3 Road Blocks per quarter for Public Safety per APR had not been done, 
however more than 3 road blocks per quarter had been done. 

Usefulness of information 

The following audit findings relate to the above criteria: 

30. The Ntabankulu Local Municipality has not reported consistently on its performance against 
predetermined objectives which is consistent with the approved integrated development plan. 
There are targets as per the SDBIPT that are not linked to any targets/ objectives per the IDP, 

31. For the following departments' reported targets that are material by nature and amount, the 
validity and accuracy of the reported targets could not be established as sufficient appropriate 
audit evidence and/or relevant source documentation could not be provided for audit 
purposes: Social Development and Engineering and Infrastructure Department. 



Reliability of information 

32. See above for lack of supporting documentation provided. 


Compliance with laws and regulations 

Municipal Finance Management Act of South Africa, No 56 of 2003 (MFMA) 

The municipality did not settle all accounts within 30 days of receipt of invoice 

33. Sections 65 (2){e) of the MFMA require the accounting officer to settle ail creditors within 30 
days from the receipts of the invoice. The municipality did not make all payments within the 
prescribed timeframe of 30 days. 

Mandatory disclosures were not adequately presented In the annual financial statements 

34. Section 125(2) (f) of the MFMA require that the notes to the annual financial statement of a 
municipality or municipal entity must disclose any other matter that may be prescribed. 
Mandatory disclosures as per section 125 were not adequately presented In the annual 
financial statements. 

Unauthorised expenditure was incurred by the entity during the year 

35. Section 15(a) (b) of the MFMA states that appropriation of funds for expenditure: a 
municipality may, except where otherwise provided in this act, incur expenditure only (a) in 
terms of the approved budget, and (b) within the limits of the amount appropriated for the 
different votes for the approved budget. Expenditure was not incurred in accordance with the 
approved budget of the municipality and exceeded the limits of the amounts appropriated for 
the different votes in the approved budget of the municipality as required by section 15. 

Unauthorised expenditure was not communicated to councii 

36. Section 70 (1) (a) & (b) of the MFMA states that the accounting officer of a municipality must 
report in writing to the municipal council (a) any impending shortfalls in budgeted revenue, and 
the overspending of the municipality’s budget; and (b) any steps taken to prevent or rectify 
such shortfalls or overspending. Contrary to the requirements set out in section 70 (1) of the 
MFMA, the accounting officer did not report in writing to the municipal council the 
overspending on the municipal budget and corrective steps taken to rectify such 
overspending. 

Unspent conditional grants are not cash backed 

37. Section 65 (2)(c ) of the MFMA states that the accounting officer must for the purpose of 
subsection 1 take all reasonable steps to ensure; that the municipality has and maintains a 
system of internal controls in respect of creditors and payments. Contrary to the legislation, 
the AFS disclosed an amount of 15,674,000 for the unspent portion of MIG however through 
inspection of the bank confirmation it revealed an amount of 9,721,523.85 available for the 
MIG account, therefore the unspent portion of MIG account is not cash backed, 

Bank overdraft was not reported to National Treasury 

38. MFMA, section 70(2) (a)(b)(.c) states that if the municipality's bank account or if the 
municipality has more than one bank account, the consolidated balance in those bank 
accounts, shows a net overdrawn position fora period exceeding the prescribed period, the 
accounting officer of a municipality must promptly notify the National Treasury in the 
prescribed format of - the amount by which the account or the accounts are overdrawn, the 
reasons for the overdrawn account or accounts and the steps taken or to be taken to correct 



the matter. Contrary to the above, the main bank account had an overdrawn balance for 
a period exceeding 21 days and there was no evidence of written communication made to the 
National Treasury regarding the overdraft. 

Irregular expenditure was incurred by the entity during the year 

39. Section 1 (a) of the MFMA provides the definition of the “ Irregular expenditure" in relation to a 
municipality or municipal entity, means expenditure incurred by a municipality or municipal 
entity in contravention of, or that is not in accordance with, a requirement of this Act, and 
which has not been condoned by section 170, Expenditure was not incurred in accordance 
with the requirements of the MFMA as set out in sectioni the definition of "irregular 
expenditure" paragraph (a) of the MFMA. 

Municipal Systems Act of South Africa, No 32 of 2000 (MSA) 

The credit control policy was not implemented during the year 

40. Section 96 (b) of the Municipal Systems Act states that a municipality - for this purpose must 
adopt, maintain and implement a credit control policy and a debt collection policy which is 
consistent with its rates and tariff policies and complies with the provisions of this Act. The 
municipality had not implemented its credit control and debt collection policy as required by 
section 96{b) of the Act. 

Unemployment Insurance Contributions Act, No 4 of 2002 

UIF was not recognised and paid on behalf of the mayor and councillors 

41 . Unemployment Insurance Fund contributions were not paid on behalf of the Mayor, executive 
council members and part-time councillors as required by Section 5(1) and (2) of the 
Unemployment Insurance Contributions Act 4 of 2002. Furthermore, the municipality did not 
provide for penalties and interest on these contributions owing. Consequently finance costs, 
payables and employee related costs are understated. 


INTERNAL CONTROL 

42. 1 considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the Municipal Finance Management Act 
and the Municipal Systems Act, but not for the purpose of expressing an opinion on the 
effectiveness of internal control. 

43. The matters reported below are limited to the significant deficiencies regarding the basis for 
qualified opinion paragraph, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations, 

• Leadership 

The accounting officer did not exercise the required oversight responsibilities to ensure 
compliance with laws and regulations and internal control. This lead to numerous control 
deficiencies and non-compliance as can be seen in the findings below. However, an 
improvement has been noted from the prior year as many of the issues identified are 
historical in nature 

• Financial and performance management 

Management and staff do not fulfil their duties and responsibilities adequately. This can be 
seen in the various non-compliance and internal control shortfalls described in the findings 
below. There were material amendments required to the annual financial statements, as 



well as numerous un amended errors which indicates that there is improper review of 
financial information to ensure completeness and accuracy of submitted information. There 
were unknown amounts and transactions included in the accounting records which indicate 
poor control over access to information, as well as inadequate review and monitoring 
procedures. The unknown balances arose in prior years and management’s assistance in 
provision of information was greatly improved from prior years. 

• Governance 

Governance structures appear to be operating satisfactorily, and risk of fraud has been 
reduced in the current year due to the oversight mechanisms employed by the municipality, 
through for example the appointment of a new CFO, the formation of the audit committee 
and audit steering committee. 




East London 
30 November 2010 
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